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KEY ECONOMIC INDICATORS: HONG KONG 


Values in US$ millions Exchange Rate: 

unless otherwise stated 1979 Jan.-Dec. US$1 = HK$5.007 
1978 Jan.-Dec. US$1 = HK$4.692 
1977 Jan.-Dec. USS$1 = HKS4.662 


1977 1978 1979 %Change '79 
over '78* 
INCOME, PRODUCTION, EMPLOYMENT 

GDP @ Current Price ($Bil) 12.8 14,7 17. 
GDP @ Constant Price ($Bil) 9.9 10.8 ll. 
GDP per capita, Current 

Prices ($) 2,824 3,200 3,564 
GDP per capita, Constant, 1973 

Prices ($) 2,192 2,348 2,309 


PRODUCTION (=EXPORTS) 
Garments 2,934. ‘ 3,880. 
Toys and Dolls 597. ‘ 874. 
Watches & clocks a3? : 870. 
Textile fabrics 414. : 621. 
Transistor radios 459. ° 615. 
Electronic components 302. F 383. 
Metal manufactures 235. 
Registered Industrial Employment 
(*000) 755 
Registered Industrial Vacancies 
('000) 35 


Real Average Daily Wage Index('74=100) 114-116 121-125 
Tourist Arrivals ('000) 1 7oT 2,054 


MONEY & PRICES 

Old Series Money Supply (M, $ Bil) 12.6 
Redefined Money Supply (47g Bil) - 
Redefined Money Supply (M, $: Bil) - 
External Public Debt 785.2 
Prime Lending Rate (Z) 4.75-5.5 
Hang Seng Consumer Price Index £15.35 

(100 = 1974) 


FOREIGN TRADE 

Domestic Exports (FAS) 7,508. J 11,182.4 
To U.S. 2,906. . 3,759.4 

Re-exports (FAS) 2,108. Z 4,004.4 
To U.S. 189. ‘ 398.9 

Imports (CIF) "10,446. ; 17,167.4 
From U.S. 1,306. . 2073.2 


TRADE WITH US 1979 
Exports: Garments 1,441. Office Machines 
Plas. Toys & Dolls Sats Elec. machinery, 
Electrical Machinery 299. apparatus 
Office Machines 201. Gems 
Watches & clocks 214. Textiles fib, & 
Radio Receivers - waste 
Veg. & Fruit 
General ind. 
* Computed from HK$ figures machinery 





SUMMARY AND OUTLOOK 


As a result of the strong growth of its exports, Hong Kong registered real growth of 
11.5 percent in 1979. Compared with other countries in the Asian region, Hong Kong's 
per capita GDP is currently second only to Japan's and roughly equal to Singapore's. 
Despite lower expectations for export growth, Hong Kong's real economic growth is 
projected to be 9 percent in 1980. 


Beginning in the second half of 1978, the economy started to move back to its 
traditional export-led economic growth pattern with the cost/price adjustment working 
through the depreciation of the Hong Kong dollar. The demand in Hong Kong's major 
European markets and an increased supply of labor, at least partly resulting from 
immigration, stimulated a high growth rate of domestic exports in 1979. This, coupled 
with the rapid increase in reexports and the slowing down in growth of imports, because 
of a lower rate of expansion in domestic expenditures, narrowed the visible trade 
deficit to only 12 percent of total export receipts. 


During 1979, consumer prices increased rapidly at a rate of 11.6 percent and are 
forecast to continue to increase although at a lower rate of 10 percent in 1980. The 
measurement of the general price level of domestic production, the GDP deflator, is 
expected to increase by 11 percent in 1980, representing a slowdown from the rate of 
increase of 13.8 percent in 1979. 


Hong Kong has been a substantial customer for U.S. electronics, machinery, consumer 
foodstuffs and semi-manufactured goods as well as cotton for Hong Kong's textile 
industry. The reexports of U.S. products to China via Hong Kong amounted to $26.1 
million in 1979 and this trade promises to grow further. Reexports of U.S. capital 
equipment have good potential for expansion. 


The relative importance of the U.S. market for Hong Kong's domestic exports has 
declined since 1977, but the U.S. remains the largest trading partner of the economy. 
In the past three years, Hong Kong has been the largest exporter of garments, toys, 
games and sporting goods to the U.S. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Export-led Economic Growth 


Contrasted with 1977 and 1978, when domestic consumption led economic growth, 
exports were the engine of expansion in Hong Kong during 1979. A strong export 
performance and a 6.6 percent increase in industrial employment indicate that the 
economy has returned to export-led growth. The depreciation of the Hong Kong dollar, 
the better-than-expected export demand in overseas markets, as well as the building up 
of inventory in anticipation of further inflation are major factors that contributed to 
the rapid growth of Hong Kong's exports in the last year. In addition, the substantial 
growth in the labor force resulted in a slower rate of increase in labor costs and thus 
was a contributing factor to the competitiveness of Hong Kong exports in the 
international market. Although there were substantial increases in both import and 
export prices, the terms of trade remained virtually unchanged in 1979; therefore the 
growth rate of real income at 11.1 percent was roughly the same as that of the real 
output. 





FOREIGN TRADE 
Domestic exports 


Domestic exports showed a remarkable 37 percent increase in 1979, the second highest 
recorded in the seventies. Exports to the U.S., Hong Kong's largest market, expanded 
by 24 percent. However, as the growth of exports to Germanv (43 percent), the U.K. 
(54 percent), and Japan (43 percent) were substantiallv higher, ‘the relative importance 
of the U.S. market declined. Exports to Hong Kong's smaller markets showed 


substantial increases, indicating that its market diversification efforts are making 
headwavy. 


Despite the calls for diversification to broaden its industrial base, the Hong Kong 
economy will continue to be dominated by light industry in the immediate future. 
Although garment exports maintained its number one position, its growth (27 percent) 
was lower than that for exports as a whole. The rapid growth of textile exports (44 
percent), on the other hand, reversed the declining trend in the local industry over the 
past two years. Exports of watches and clocks recorded the highest growth (59 
percent), as Hong Kong remained the primary exporter of watches. Exports of toys and 
dolls (39 percent), transistor radios (37 percent), electronic components (30 percent), 
and metal manufactures (42 percent) all recorded healthy growth rates. 


Inflation and a slowing down in the economic growth rate of Hong Kong's major 
overseas markets may hamper the export outlook throughout 1980. Fortunately, as the 
order books of manufacturing industries remain reasonably full at the beginning of this 
year, the growth rate of Hong Kong's domestic exports should do fairly well in the first 
half of 1980. However, a slower growth rate (7 percent) is forecast for the year as a 
whole. 


Reexports 


The expansion in China's international trade and Hong Kong's role as an entrepot 
contributed to the growth of the reexport trade which was 52 percent higher in value 
than in 1978. However, terms of GDP measurement, the value added to reexports is 
relatively small, especially when compared to manufactured exports. Reexports from 
China grew substantially (55 percent) accounting for 28 percent of total value of all 
reexports in 1979, while reexports to China grew by 514 percent to $263 million. Japan, 
which was the largest buyer of Hong Kong's reexports, accounted for 12.4 percent of 
the total $4 billion. The U.S. (10.1 percent), Singapore (9 percent), Taiwan (8.6 
percent), Indonesia (8.4 percent), and China (6.6 percent) were other major destinations 
of Hong Kong's reexports. Reexports via Hong Kong consisted mainly of consumer 
goods, raw materials, and semi-manufactures. The increasing demand from China for 
capital goods needed for its industrial joint venture programs, makes it likely that the 
reexport trade will diversify to a broader range of products. 


Imports 


The substantial increase in import prices as well as the increase in quantity contributed 
to the rapid rise in the value of total imports, 36 percent in 1979. Although this 
represented an acceleration in the growth rate of imports in value terms from the 29 
percent recorded for 1978, in real terms it was a deceleration. The largest increases 
were registered by imports from Singapore (50 percent), the U.K. (46 percent). China 


ate 





(43 percent), South Korea (41 percent), France (40 percent), and the U.S. (38 percent). 
The import value for fuels grew by 58 percent to $938 million, resulting largely from oil 
price increases. The real growth rate of imports of consumer goods declined from 24 
percent in the first quarter to 6 percent in the third quarter of the last year, while the 
growth rate of imports of raw materials and semi-manufactures dropped from 23 
percent, to 15 percent for the same period. As a result of increases in investment 
demand of the manufacturing sector and the construction industry, the growth rate of 
capital goods imported in real terms accelerated sharply to 56 percent in the first three 
quarters of 1979. The real increase of 6 percent in foodstuffs imported was presumably 
attributable to the population growth. 


Imports from the U. S. 


Ranking as Hong Kong's third most important source of imports behind Japan and China, 
the U.S. held 12 percent of the import market in 1979, a market share which has 
remained stable through the 1970's. Imports from the U.S. increased by 38 percent to 
$2 billion with machinery and agricultural products predominating. The U.S. is the 
largest supplier of raw cotton and chemicals and the second largest supplier of food 
imports. Commodities showing significant growth were office machines (58 percent), 
electrical machinery (45 percent), vegetables and fruits (23 percent), artifical resins 
and plastics (165 percent) and textiles (66 percent). The delivery of a B747 aircraft to 
Cathay Pacific helped to mark a 146 percent increase in transport equipment imported 
from the U. S. 


Balance of Trade 


After the floating of the Hong Kong dollar, the adjustment mechanism of the 
economy with respect to the external balance has generally been efficient. With slight 
differences, the average annual growth of imports was roughly in line with the growth 
of exports in the past decade. In 1979, the growth rate of total exports was faster than 
that of imports, leaving a visible trade deficit of less than 12 percent of the total 
export receipts versus 15 percent in 1978. However, the absolute size of the visible 
trade gap continued to climb and reached a record level of $1.98 billion, or 12 percent 
higher than that of 1978. 


Invisible Trade 


Hong Kong's invisible export earnings consisted mainly of the tourist industry and 
transportation services. In 1979, tourist arrivals in Hong Kong increased by 7.7 percent 
to 2.2 million. The provision of shipping and air transportation services abroad was 
estimated to be $1 billion. A preliminary estimate indicates that Hong Kong ran a 
surplus on the invisible trade account amounting to about $2 billion. Although it is 
difficult to accurately forecast, the growth rate of the surplus on this account is 
expected to be 9 percent in 1980. 


Labor 
At a 2.6 percent unemployment rate, the labor force continued to be fully employed. 


As a result of substantial legal and illegal immigration, the size of the labor force 
increased by 12.5 percent during the twelve months ending September 1979. This 


wilite 





represented a significantly higher growth rate than that of the past decade and resulted 
in a decline in real wages for manufacturing workers in September over March. 
Employment in building and construction sites increased by 18 percent during the 
twelve months ending September, 1979. In the same period, employment in the services 
sectors also expanded sharply, particularly in the financial, insurance and business 
services. The growth rate of employment in this sector was 19 percent much higher 
than the 7 percent of the wholesale and retail trades. 


Price Indexes 


As predicted, consumer prices continued to accelerate in 1979. The Hang Seng price 
index for higher income families and the indexes for lower and middle income families 
all rose by 16 percent over the year 1978. The index for the general price level of 
domestic production, the GDP deflator, showed an increase of 13 percent in 1979 over 
1978, the highest figure recorded since 1961. 


The inflation is expected to continue in 1980, and a 10 percent increase in consumer 
prices and a 11 percent increase in the GDP deflator are expected. This represents a 
forecast for the rate of domestic inflation equal to that of world inflation. 


Money and Banking 


The broadly defined money supply, M3 (currency held by the non-bank sector, demand 
and time deposits placed with banks and deposit-taking companies), was $19.9 billion at 
the end of 1979, up about 30 percent from a year ago. As a result of the rising property 
prices and a recovery on the stock market, bank loans and advances grew by 40 percent 
in 1979. The growth rate of lendings to deposit-taking companies was 80 percent, 
compared with a 34 percent increase in domestic loans and a 27 percent increase in 


overseas loans. Because of the comparatively faster expansion in local lending 
activities during the past two years, the relative share of foreign currency asset 
holdings declined, standing at 23 percent of the total bank assets at the end of 1979, 
compared with 30 percent at the end of 1977 and 22 percent at the end of 1978. 


Hong Kong does not have a central bank and monetary management is carried out 
through the Exchange Fund, which the Monetary Affairs Branch of the Hong Kong 
Goverment manages. In the absence of marketable public debt, there is no open market 
operation designed to influence interest rates and the money supply.. However, limited 
monetary interventions are usually carried out by the Monetary Affairs Branch under 
the direction of the Financial Secretary, this is facilitated through the deposition of the 
assets between Hong Kong dollars and overseas currencies and, within its Hong Kong 
dollar holdings, between long-term and short-term deposits with banks in Hong Kong. 
The government is also considering ways to exercise more control over interest rates 
through the Exchange Bank Association. Specifically, the Financial Secretary is 
thinking of expanding EBA membership and has hinted at more direct government 
involvement. 





At the end of 1979, there were 115 fully licensed banks, 269 registered deposit-taking 
companies and 114 bank representative offices. Ranking as the third behind London and 
New York, Hong Kong has more foreign banks than any other financial center. 


From the beginning of 1980, all deposit-taking companies are required to meet certain 
liquidity requirements, namely, minimums of 30 percent and 15 percent liquid assets 
against their short-term and long-term liabilities, respectively. 


Interest Rates 


Interest rates continued to rise in line with the acceleration of inflation throughout 
1979. The prime lending rate was increased six times to 14.5 percent effective from 
the 21st of August, 1979, while deposit rates were increased five times. The 12-month 
deposit rate was 11.5 percent. The increased interest rates had only marginal effect on 
the demand for credit as the real interest rates were ‘relatively low when compared 
with the inflation rate. 


Exchange Rates 


The narrowing trade deficit together with the inflows of capital stabilized the exchange 
value of the Hong Kong dollar in the second half of 1979. In contrast to the 
depreciation of its value in the first half of the year, the Hong Kong dollar ended 
roughly the same at the end of 1978. On the whole, the Hong Kong dollar depreciated 
against the U.S. dollar by 3 percent to the closing rate of 1979 at US$1 = HK$4.96, 
compared with the closing rate of 1978 at US$1 = HK$4.81. 


Government Budget 


The Hong Kong Government's expenditures in real terms have grown at a faster pace 
than the growth of the economy, 11.2 percent, despite its reaffirmation to continue 
"non-interventionism." In the budget for the 1980-81 fiscal year, the real growth rate 
of public sector demand is forecast to be 13 percent, compared with the 11 percent 
projected increase in the private sector demand. As a result, the relative size of the 
public sector will further increase from its historical high of 18.7 percent in the fiscal 
year of 1979-80 to 19.7 percent in 1980-81. Increases in expenditures on building and 
construction, largely to meet rising social demands, will be 15 percent, compared with 
virtually growth in 1979. 


On the revenue side, land sale revenues are expected to increase by 115 percent to 

bring in a total of $1.2 billion, resulting in total capital revenue of $1.3 billion, or a 99 
percent increase over 1979-80. But there will only be a 12 percent increase in 
recurrent revenues to the amount of $2.7 billion. A total budget surplus of $580 million 
is forecast for the fiscal year of 1980-81, 


Foreign Investment 


Direct foreign investment in Hong Kong's manufacturing industries increased by 9.3 
percent to reach $460 million at the end of 1979. With a total of $209 million. or 45 





percent of the total foreign investment spread 133 among establishment (of which 40 
were electronics, 21 textiles, 10 electrical, 9 metal, 9 chemicals, and 9 plastics), the 
U.S. was the leading foreign investor in the local manufacturing sector. Other major 
countries investing in Hong Kong were Japan (12 percent), the U.K. (7 percent), and 
Switzerland (5 percent). 


Implications for U.S. Companies 


Hong Kong is a market deserving more attention from U.S. exporters. Although 
generally considered a small market, it already enjoys the second highest per capita 
U.S. imports in Asia. However, there is great room for expansion as the U.S. accounts 
for only 12 percent of total imports. 


The Hong Kong Government is committed to a policy of free trade. To this end, there 
are virtually no import or export restrictions. There are tariffs on only three items: 
cigarettes, liquor and hydro-carbon oils. Hong Kong thus offers an open market for 
those U.S. exporters who choose to participate in it. 


With the devaluation of the dollar over the past several years, U.S. products have 
become competitive with comparable Japanese and German products. U.S. products 
also generally enjoy a good reputation. However, because the market is so open, U.S. 
companies must not only offer competitive prices they must also provide reliable supply 
with assured delivery times and after sales service. 


Hong Kong continues to enjoy one of the fastest growing economies in the world. As 

Hong Kong has no natural resources, it must import ail the products that fuel this 
expansion. Specifically, prospects are particularly good for building supplies and 
equipment, electronic components, business equipment, computers and peripheral 


equipment, consumer goods, electronics industry production and test equipment, hotel 
and restaurant equipment, materials handling equipment, packaging equipment and 
health care equipment. In addition, the Consulate believes that quality U.S. textile 
products of cotton or synthetic blends are competitive and can capture a larger share of 
the market, which currently is only 2 percent. For additional information on best 
prospects for US exports to Hong Kong, the Department of Commerce has a more 
detailed analysis available to American businessmen. 


Hong Kong and China 


Hong Kong's overall trade with China has expanded dramatically, registering a 57 
percent increase in 1979. Hong Kong's challenge is to make the best use of its own 
resources, excellent harbor, modern port, communications and transportation facilities 
and a fully developed service sector to take advantage of the opportunities offered by 
China's increased interest in economic development. There is no doubt that Hong 
Kong's future is more closely than ever connected to China's — a fact recognized in the 
Hong Kong Diversification Report which recommended the closer linking of Hong 
Kong's infrastructure with China. Hong Kong must continue to be highly flexible in 
responding to the challenge. The newly proposed nuclear power plant to be built across 
the border may eventually supply power to Hong Kong as well as neighboring Guangdong 
Province. It is an example of the kind of cooperative ventures to which the new 
relationship with China can be expected to lead. 


*% U. S. GOVERNMENT PRINTING OFFICE: 1980—311-056/285 





